AUTHENTICATED
U.S. GOVERNMENT
INFORMATION

GPO

§§4279.127-4279.130

§§4279.127-4279.130 [Reserved]

§4279.131 Credit quality.

The lender is primarily responsible
for determining credit quality and
must address all of the elements of
credit quality in a written credit anal-
ysis including adequacy of equity, cash
flow, collateral, history, management,
and the current status of the industry
for which credit is to be extended.

(a) Cash flow. All efforts will be made
to structure or restructure debt so that
the business has adequate debt cov-
erage and the ability to accommodate
expansion.

(b) Collateral. (1) Collateral must
have documented value sufficient to
protect the interest of the lender and
the Agency and, except as set forth in
paragraph (b)(2) of this section, the dis-
counted collateral value will be at
least equal to the loan amount. Lend-
ers will discount collateral consistent
with sound loan-to-value policy.

(2) Some businesses are predomi-
nantly cash-flow oriented, and where
cash flow and profitability are strong,
loan-to-value coverage may be dis-
counted accordingly. A loan primarily
based on cash flow must be supported
by a successful and documented finan-
cial history.

(¢) Industry. Current status of the in-
dustry will be considered and busi-
nesses in areas of decline will be re-
quired to provide strong business plans
which outline how they differ from the
current trends. The regulatory envi-
ronment surrounding the particular
business or industry will be considered.

(d) Equity. (1) A minimum of 10 per-
cent tangible balance sheet equity will
be required for existing businesses at
loan closing. A minimum of 20 percent
tangible balance sheet equity will be
required for new businesses at loan
closing. For energy projects, the min-
imum tangible balance sheet equity re-
quirement range will be between 25 per-
cent and 40 percent. Criteria for consid-
ering the minimum equity required for
an individual application will be based
on: existing businesses with successful
financial and management history vs.
start-up businesses; personal/corporate
guarantees offered; contractual rela-
tionships with suppliers and buyers;
credit rating; and strength of the busi-
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ness plan/feasibility study. Where the
application is a request to refinance
outstanding Federal direct or guaran-
teed loans, without any new financing,
the equity requirement may be deter-
mined using adjusted tangible net
worth. An application that combines a
refinancing guarantee request with a
new loan guarantee request is subject
to the standard, unadjusted, equity re-
quirement except as provided in para-
graphs (d)(1)(i) or (d)(1)(ii) of this sec-
tion. Increases or decreases in the eq-
uity requirements may be imposed or
granted as follows:

(i) A reduction in the equity require-
ment for existing businesses may be
permitted by the Administrator. In
order for a reduction to be considered,
the borrower must furnish the fol-
lowing:

(A) Collateralized personal and cor-
porate guarantees, including any par-
ent, subsidiary, or affiliated company,
when feasible and legally permissible
(in accordance with §4279.149 of this
subpart), and

(B) Pro forma and historical finan-
cial statements that indicate the busi-
ness to be financed meets or exceeds
the median quartile (as identified in
the Risk Management Association’s
Annual Statement Studies or similar
publication) for the current ratio,
quick ratio, debt-to-worth ratio, debt
coverage ratio, and working capital.

(ii) The approval official may require
more than the minimum equity re-
quirements provided in this paragraph
if the official makes a written deter-
mination that special circumstances
necessitate this course of action.

(2) The equity requirement must be
met in the form of either cash or tan-
gible earning assets contributed to the
business and reflected on the balance
sheet.

(3) The lender must certify that the
equity requirement was determined
using balance sheets prepared in ac-
cordance with GAAP and met upon giv-
ing effect to the entirety of the loan in
the calculation, whether or not the
loan itself is fully advanced, as of the
date the guaranteed loan is closed.

(e) Lien priorities. The entire loan will
be secured by the same security with
equal lien priority for the guaranteed
and unguaranteed portions of the loan.
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The unguaranteed portion of the loan
will neither be paid first nor given any
preference or priority over the guaran-
teed portion. A parity or junior posi-
tion may be considered provided that
discounted collateral values are ade-
quate to secure the loan in accordance
with paragraph (b) of this section after
considering prior liens.

(f) Management. A thorough review of
key management personnel will be
completed to ensure that the business
has adequately trained and experienced
managers.

[61 FR 67633, Dec. 23, 1996, as amended at 71
FR 33189, June 8, 2006]

§8§4279.132-4279.136 [Reserved]

§4279.137

(a) The lender will determine the
type and frequency of submission of fi-
nancial statements by the borrower. At
a minimum, annual financial state-
ments prepared by an accountant in ac-
cordance with Generally Accepted Ac-
counting Principles will be required.

(b) If specific circumstances warrant
and the proposed guaranteed loan will
exceed $3 million, the Agency may re-
quire annual audited financial state-
ments. For example, the need for au-
dited financial statements will be care-
fully considered in connection with
loans that depend heavily on inventory
and accounts receivable for collateral.

§§4279.138-4279.142 [Reserved]

Financial statements.

§4279.143 Insurance.

(a) Hazard. Hazard insurance with a
standard mortgage clause naming the
lender as beneficiary will be required
on every loan in an amount that is at
least the lesser of the depreciated re-
placement value of the collateral or
the amount of the loan. Hazard insur-
ance includes fire, windstorm, light-
ning, hail, explosion, riot, civil commo-
tion, aircraft, vehicle, marine, smoke,
builder’s risk during construction by
the business, and property damage.

(b) Life. The lender may require life
insurance to insure against the risk of
death of persons critical to the success
of the business. When required, cov-
erage will be in amounts necessary to
provide for management succession or
to protect the business. The cost of in-

§4279.144

surance and its effect on the appli-
cant’s working capital must be consid-
ered as well as the amount of existing
insurance which could be assigned
without requiring additional expense.

(c) Worker compensation. Worker com-
pensation insurance is required in ac-
cordance with State law.

(d) Flood. National flood insurance is
required in accordance with 7 CFR,
part 1806, subpart B (FmHA Instruction
426.2, available in any field office or the
National Office).

(e) Other. Public liability, business
interruption, malpractice, and other
insurance appropriate to the bor-
rower’s particular business and cir-
cumstances will be considered and re-
quired when needed to protect the in-
terests of the borrower.

§4279.144 Appraisals.

Lenders will be responsible for ensur-
ing that appraisal values adequately
reflect the actual value of the collat-
eral. All real property appraisals asso-
ciated with Agency guaranteed
loanmaking and servicing transactions
will meet the requirements contained
in the Financial Institutions Reform,
Recovery and Enforcement Act
(FIRREA) of 1989 and the appropriate
guidelines contained in Standards 1
and 2 of the Uniform Standards of Pro-
fessional Appraisal Practices (USPAP).
In accordance with USPAP, the Agency
will require documentation that the
appraiser has the necessary experience
and competency to appraise the prop-
erty in question. All appraisals will in-
clude consideration of the potential ef-
fects from a release of hazardous sub-
stances or petroleum products or other
environmental hazards on the market
value of the collateral. For additional
guidance and information concerning
the completion of real property ap-
praisals, refer to “Standard Practices
for Environmental Site Assessments:
Transaction Screen Questionnaire” and
“Phase I Environmental Site Assess-
ment,” both published by the American
Society of Testing and Materials. Chat-
tels will be evaluated in accordance
with normal banking practices and
generally accepted methods of deter-
mining value.

[69 FR 64831, Nov. 9, 2004]

773



		Superintendent of Documents
	2014-08-22T10:46:20-0400
	US GPO, Washington, DC 20401
	Superintendent of Documents
	GPO attests that this document has not been altered since it was disseminated by GPO




